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SUBSTANCE AND SHADOW IN WAR FINANCE 

To begin with it seems necessary to remind ourselves that there 
are many different kinds of values in the realm of men's esteem. 
Also, that the common economic values are of a lower order than 
the true war values. The spiritual uplift, the glory of heroism 
and sacrifice, the transcendent hope of a share in the making of 
a better world, the rousing of men to look to things above and 
outside themselves, all these and others constitute a set of values 
beside which the economic values seem mean and sordid. 

Trivial as finance may seem in comparison with these nobler 
values, it is nevertheless an important force in driving the mechan- 
ism by which war is conducted. We have made it essential by 
the way in which we are doing things for the support of war. 

It is conceivable that we could do without finance or reduce it 
to an unimportant minimum. Thus, as some thoughtful men have 
urged, we might recruit a war industrial army by voluntary enlist- 
ment or by conscription, much as we recruit men for the colors. 
We might also commandeer capital, as well as conscript men. In 
that event, having, at least so far as war industries are concerned, 
largely suspended the rights of private property and of freedom 
of contract, there would be, in a large part of the industrial world, 
little trading or exchange and little need of money, or of banks 
and bankers. War finance would be relatively insignificant. This 
would, of course, result in a sort of socialism for war. To that or 
something approximating it we may have to come if so large a 
war is to continue for very long. Yet the professional socialist is 
much out of favor in war times. 

Why we are content, in the beginning, with socializing for war 
only within the narrow limits of the military forces is probably not 
hard to explain. We know that the present economic system 
works and we think we know how it works. We have faith that 
we can get immediate results by using the driving power of love of 
gain, or at least by giving a money reward to those who make war 
products. Any radically different scheme of industrial organiza- 
tion for war, substituting, as it would, new and untried motives of 
human action for the old and tested springs of action, would be 
experimental. The building of an entirely new industrial system 
would require time, time which we can ill spare in the rush of war 
preparation. Then, too, the consequences of the possible failure, 
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during war, of such an experiment are too awful to contemplate. 
Moreover, there seems to be an ineradicable assumption, born no 
doubt of confidence in victory, that peace may break out again. 
We must always hope that a victorious peace will come soon. When 
peace does come we assume we shall want the old order of economic 
individualism. 

So long and so far as the economic machinery is constructed of 
private property and freedom of contract, so long it must be run 
by money and so long finance will endure. To be sure, finance 
seems a poor gas to run the economic engine with under the load 
of war. But the engine is not built to run on the richer gas of 
patriotism alone. We may, and do liberally enrich the gas of 
finance with patriotism, but dollars are still in the mixture. 

Real Costs versus Money Costs 

Finance is but the shadow cast by man's toil, and "like the 
shadow proves the substance true." Work done to a purpose, 
true labor spent in the past, being spent in the present, or pledged 
for the future is the substance which casts the shadow called fin- 
ance. Men play a large part of the game of economic life with 
this shadow. We give to finance, by law and by custom, a distinct 
and very positive relation to the substance, to toil and to capital. 
For under the law he who sits by right in the shade of a tree owns 
or enjoys the fruit of the tree. 

We may not press an analogy too far. This one will have largely 
served its purpose if it directs attention from the mere representa- 
tion of things by money — the shadow — back to the things done, 
made, or sacrificed — the substance — which money merely measures 
and records; from finance to real costs, from dollars to dollars' 
worth, from money to man power, tools, machinery, in short, to 
the things which the economist calls "wealth" and the business 
man "goods and services." Just as the true war values are out- 
side the economic realm, so there are true war costs which are, 
also, not economic. Physical suffering and death are among them. 
But there are economic costs as well. Human motives, values, and 
costs are like man himself compounded of many elements, physical, 
economic, and spiritual. The economic elements are our imme- 
diate concern, a humble but perhaps not unimportant theme. 

By looking from the shadow to the substance we avoid some 
of the grave fallacies by which thought on war finance has some- 
times been beclouded. One of these is the fallacy of those men 
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who told us that in these days great wars would be so costly that 
it would be impossible to finance them, or that once begun would 
soon be ended by financial exhaustion. Possibly some of these 
thinkers may have meant that men and resources would soon be 
used up. If so, they were poor prophets. But they were under- 
stood to mean that the finances per se would come to an end. If 
a tree withers the shade that it cast is gone. But you cannot use 
up the shade of a living tree by sitting in that shade. As long as 
there are men who work and things for them to own and work 
with, and as long as the present economic system endures, there 
can be finance. If the fallacy of financial exhaustion as a limit 
to war is not thus sufficiently obvious a priori, it must be held 
proven a posteriori. For this the fourth year of the war sees 
ever greater financial outpourings each month. These increased 
financial offerings do not fall like manna from the skies, they are 
in the main the measure of toil diverted, or transfigured for war 
purposes. 

Those who talked of financial exhaustion thought, I imagine, 
only of the value of the accumulated results of past labor, perhaps 
of what we call our "accumulated" capital. Even so they must 
have grossly misunderstood the nature of capital. For capital is 
not merely a pile of junk. It is the vital command of future 
wealth. As in Scrooge's dream of the ghost of Christmas past, 
the ghost of Christmas present, the ghost of Christmas yet to 
come, the "yet to come" is the most precious. The future is 
always ours. Generation succeeds generation, not in separated 
squads with vacant spaces between, but in one unbroken pro- 
cession. Each generation lives a part of its life contemporane- 
ously with the preceding, the son beside the father and sometimes 
the grandson beside the grandfather. Each imbibes its ideals from 
the former, each assumes the responsibilities and burdens which go 
with its heritage of wealth, of knowledge, and of spiritual life. 
Herein lies the clue to the riddle of the magic of credit, the power 
we have of binding, the future to make payment, the power to 
create an unbroken stream of finances flowing from the high moun- 
tains of the future to water the plains of the present. Thus we 
can and do pledge our unborn descendant to toil and labor that we 
may pass to them undefiled our heritage of free institutions. 

What, more concretely, are the real economic costs of war? 
They are clearly not the money collected by government in taxes 
or in loans, nor the money fabricated by government, nor the 
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money credits created by the banks for the government, all of 
which the government may spend. The statement, for example, 
that twelve months of war cost ten billions of dollars, though com- 
monly accepted as complete, is in itself as incomplete as it would 
be to say it cost ten billions of tons. "Tons of what?" would be 
the immediate question. The real things spent in war through 
government and obtained in part by the control of money are, of 
course, the services of soldiers, sailors, transportmen, nurses, and 
too many others to enumerate, also the food and clothing, guns, 
munitions, ships, motors, aeroplanes, medicines, and a multitude 
of other things which come readily to mind. These are obtained 
either by that toil and effort which in times of peace would be 
expended in creating other things which we have to do without in 
order that the things absorbed by war may be forthcoming; or 
they may be obtained by extra effort, by the sacrifice of leisure. 
Of course not all the sacrifices we have to make are economic. 
There may be, also, a suspension of intellectual effort and even of 
the search for the things of spiritual life. Professor Pigou has 
called the things we have to do without the "real costs of war." 
They certainly offer the only practical means of measuring the 
costs, for the things once economic which are actually absorbed 
by war pass immediately out of the realm of economics, out of the 
shops of bargain and sale, and are no longer measurable by any 
economic standard. The patriot soldier's efforts and sacrifices 
produce no goods for sale in the marts, the munitions he expends 
are not the raw materials for goods to be put in trade. The soldier 
is provided his subsistence and his arms and an amount of money for 
other needs. But the money is not a wage, nor is his subsistence 
"in lieu of wages." We cannot conceive that any money wage would 
be a fair compensation for his services. His employer, the country, 
does not market the product of his toil or sacrifices. If we wish 
to measure the economic costs of war we can do so only, as Pro- 
fessor Pigou has suggested, by the parallel of what we must do 
without. 

A Measure of Real Costs 

This leads at once to one of the most perplexing questions of 
war economics: "What must be given up in order to bend our 
energies most effectively to war?" 

To invent a simple illustration is difficult, for the problem is 
not simple but complex. But let us suppose that a tribe of prim- 
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itive folk of say 1,000 workers living by some simple arts is sud- 
denly converted to a religion which requires, say, 200 of its best 
herdsmen and plowmen to become priests, and for an indeterminate 
period of three, five, or more years, to engage only in prayer and 
in the making of burnt offerings. Since the priests are no longer 
toilers in the economic field they must for a time be supported by 
the others, and in addition the beasts for the burnt offerings must 
be forthcoming. The remaining 800 workers must work harder 
or deny themselves, a fifth and more of the accustomed results of 
their labor. If food and burnt offering were easy to obtain, so 
that the full productive power of the 1,000 had not been required 
before, or was not strained, the 800 might not find it very hard to 
carry the burden. If, on the contrary, the things they needed 
were scarce the 800 might find it a great burden. If they had a 
money system they could collect taxes or freewill offerings and buy 
the things they needed for the new worship. If there were marked 
differences in possessions among them, they might by a credit 
system postpone the final settlement of the costs until after the 
praying era. The illustration is imperfect by reason of excess of 
simplicity. But it seems to suggest several things. One is that 
the problem is primarily one of bringing about a new division of 
labor within the community, a different and increased production. 
Another is that there may be a limit to the number that can pray. 
Whether it be 200, 100, or 500 depends on the resources of the 
remainder. A third is that there must come about, at least tempo- 
rarily, a great increase in public and a great decrease in private 
possessions, or the usufruct thereof, but that such a transfer from 
the many to the group need not be permanent, unless the new order 
is to be permanent. 

It appears then that the gaps in our industrial ranks left by 
those with the colors and by those diverted to produce burnt offer- 
ings have to be filled. From what sources? The sources that can 
be drawn upon by the use of finance, that is by an appeal 
primarily to economic motives are three: (1) a draft on leisure, 
(2) economizing or changing the use of what we have or shall 
have, (3) new inventions. 

We may dispose of the third, new inventions, first. Although 
necessity is the mother of invention, new discoveries apparently 
cannot be made to order. Yet the periods of great wars have been 
periods of great inventions. This was notably the case in the era 
of the American and French revolutions and the Napoleonic wars. 
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It is not necessary to inquire into the casual relations. Possibly 
with men's minds more than usually alert and with a proneness to 
disregard trouble and expense, invention and a wider use of known 
labor-saving devices are both stimulated. As the business man 
says : "Labor is soi dear I must use more machinery." Invention 
is not a foreseeable recourse, however, to be drawn upon at will. 

The greatest and most dependable of all these resources is un- 
questionably leisure. There is in all highly organized societies at 
all times a vast amount of leisure, in the sense of time not devoted 
to economic activity, however well or ill this time may be other- 
wise expended. This leisure is not merely that of the idle rich and 
the sturdy beggar. There is considerable enforced idleness, or 
lack of employment, due to the maladjustment of the supply and 
demand for labor, to the poor equipment of the laborers, and the 
immobility of labor. There is also a large amount of leisure con- 
sciously conserved by or for men whom we ordinarily consider em- 
ployed. This is not merely the leisure of the "ca-canny" system, 
or of him who is contented with less than he might earn by working 
longer or harder, but that enforced by law or by public opinion, 
of which the eight-hour law is a sample. The argument for the 
eight-hour day has two parts. In one part it is urged that in the 
long run greater efficiency is attained by a limitation of the hours 
of toil. In the other it is claimed that man is not merely an 
economic tool, but a human being with other wants than food, 
clothing, and shelter. Among the other wants, what is higher 
than the liberties now in jeopardy? Every scheme for an eight- 
hour day contemplates overtime in emergencies. While overtime 
cannot be stretched indefinitely without loss in efficiency and pro- 
ductivity, it can be drawn upon in this greatest of all emergencies. 
An hour a day added to an eight-hour day is an addition of twelve 
and one half per cent. In some cases a change of occupation, 
eight hours at one task and two or more at some other, may actu- 
ally add to efficiency in both. Closely connected with this is the 
concealed leisure or reserve labor power of the man who in times 
of peace is kept at a task below his capacity because the place 
ahead is well filled. There is also women's leisure, a vast resource. 

Again war itself by throwing some out of their accustomed em- 
ployments creates a fund of labor easily diverted to war industries. 
Thus the British economists reported in 1915 that they had found 
many persons thrown out of employment by the shortage of raw 
materials, by the closing of the enemy markets, and by the closing 
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of the sea to fisheries. Much of this war-freed labor has since been 
absorbed in war industries. 

The mobilization of leisure is a task which can be facilitated by 
direct government action. We sorely need employment bureaus 
to direct the men, now in the nonessential industries, into the more 
essential. The dry goods clerk who is told to "farm or fight" 
needs help in finding a job on the farm. But the mobilization of 
leisure is also potently promoted by the agency of finance, by high 
wages in the war industries. 

The second source, economizing, more particularly in the use of 
things none too abundant which are directly needed for war, has 
through the efforts of the food administration and other agencies 
become remarkably well understood. The most interesting feature 
of the policy of the United States government in this field is the 
relatively small dependence on the power of finance and the direct 
appeal to the patriotic motive. This is strictly in line with the 
spirit of democracy. That is, instead of forcing economy in the 
use, for example, of wheat by allowing the price to rise, as Mr. 
Hoover says it probably would have done, to a nearly prohibitive 
figure, the government has successfully stimulated voluntary self- 
denial. The effect has been fully as great and probably greater 
than would have been attained by reliance solely on economic 
motives. More than that it has had other results of far-reaching 
importance. The habit of patriotic action thus engendered has 
spread to many another field. 

In his little book War and Economics, Professor Pigou has ex- 
pounded the principles which must guide the individual in the 
choice of means for saving the funds which he wishes to contribute 
to the government's war resources by way of taxes and loans. His 
exposition is so masterful that it leaves little to be added. Some 
of his illustrations may well be frequently quoted. He first warns 
against such personal economies as result in a mere shifting of the 
burden to other and perhaps weaker shoulders, as, for example, by 
cutting off pensions and wages of old servants. He then states 
the main principle as follows : 

When I diminish consumption or investment to the extent of £1,000 
in order to pay that sum to the government, I release from employ- 
ment in my interest the services of men and machines which have for 
me that value. If these men and machines are of such a sort that 
they have for the work required by the government no value, an extra 
burden equal to the whole £1,000 paid by me to the government is 
thrown on the general public. 
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He then sets forth the practical applications by illustrations, of 
which the following is a sample : 

These may be conveniently considered in two divisions, according 
as they affect our purchases of direct personal services or our pur- 
chases of commodities. Let us consider them in turn. First it is quite 
plain that in present conditions the services of doctors, or men of 
mechanical knowledge, of chauffeurs, and young able-bodied men fitted 
for military service and not possessing any specialized skill are quite 
as valuable to the government as they are to private employers. On 
the other hand, the services of lawyers, of highly skilled gardeners, 
of poets, of men learned in the ancient languages, of musicians, of 
young men medically unfit ... to combatant service, of midwives, of 
women with special skill as children's nurses, of ballet dancers, and 
of music hall artists are much less valuable to government than they 
are to private employers. Therefore, other things being equal, if we 
have to choose between dismissing our chauffeur and dismissing our 
elderly gardener, who knows all there is to know about orchids, we 
should dismiss the chauffeur. If a university has to choose between 
dismissing its professor of mechanical sciences and its professor of 
Chinese, it should dismiss its professor of mechanical sciences. [This 
was written before the Chinese reached the trenches.] If we are in 
doubt between the excitement of an operation on our appendix and the 
excitement of an expensive lawsuit, we should do without the opera- 
tion. If our nursery maid is an indifferent nursery maid, but is likely 
to prove a genius in making munitions, we should dismiss her ; whereas, 
if she is a genius in the care of infants, but material objects, when 
she touches them, are apt to "come in half in her hand," then we may 
justifiably retain her service. For dismissing her and paying our taxes 
with the savings so made, we should cause the aggregate real costs 
represented by our taxes to be much larger than they would if we 
had dismissed somebody who was capable of rendering to the govern- 
ment services approximating more closely to those that he or she was 
capable of rendering to us. 

We may omit his discussion of commodity purchases which runs 
along similar lines. 

War works a curious and at first confusing shift about in values. 
Relative scarcity or abundance for the purpose served is as always 
the determining factor. But demand as well as supply is so changed 
in direction and in intensity that all peacetime classifications 
and categories are upset. A peacetime "necessity," wheat, coal, 
or cotton becomes a luxury for the stay-at-homes ; and a one time 
toy or luxury, an aeroplane, becomes a war necessity. Our im- 
pulse to save by foregoing luxuries might lead us to give up silk 
shirts and stockings. But if cotton for explosives becomes scarce 
it may become our duty to forego cotton and wear silk. 

Obviously, although not often mentioned, the extent to which 
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we must economize as well as draw on leisure, or speed up, depends 
on how fast and how far we can develop the arms. We can never 
say "quits, the army is large enough" until the war is won. As 
we approach the goal the forces inherent in finance which supple- 
ment the voluntary action of patriotism will more and more curtail 
war luxury. Heavy taxes and large loans, high prices and the 
complete employment of time in unavoidable toil will stop war 
waste. 

Finance deals with money or funds as the measure of property 
and toil, and with money as the means of transfer of property and 
of the results of toil from one ownership to another. War finance 
covers all the processes in which money is used to transfer from 
the many of us — individuals with private property or power to 
work — to the all of us — the state — the property and services 
needed for war. Through finance comes an appeal to the love of 
gain as the motive to direct men's actions into the desired channels. 
High wages tap the leisure, high prices call forth added products, 
cause economy and stimulate invention. Lest I be misunderstood, 
I hasten to repeat that patriotism too plays a large part ; the two, 
finance and patriotism, go hand in hand. Patriotism may and 
often does find expression through finance. War finance is war 
socialization through the mechanism of laissez faire. 

Inflation 

We cannot advance far in war finance before we are confronted 
with the specter of inflation. Inflation is an ugly thing, very ugly 
when unnecessary. It is, however, of service too. Some of it 
comes out of that other ugly thing, war, by a process not unlike 
that by which their own antitoxins are excited by some diseases. 
Like an antitoxin it is both a cure and a poison. The problem is 
to keep the amount down so that it will not be dangerous but bene- 
ficial to health. 

The first step in the transformation of a peacetime economy into 
a wartime economy is the raising of prices for war supplies. As 
quick a way as any other (and speed is the first essential in war) 
of getting guns, gunpowder, motor trucks, aeroplanes, ships, or 
anything else needed is to offer high prices for them. At once, 
however, the shadows begin to lengthen, as do those cast by the 
sun when it descends toward the west. The lengthening shadows 
of European war finance covered our western world before it was 
itself drawn into the storm. 
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Inflation is theoretically avoidable, but the practical difficulty 
of avoiding it is very great. The credit of the government, especi- 
ally when backed by patriotism, is so great that it constitutes one 
of the most powerful tools for war work. Not to use that credit 
would be like breaking ground with a spade instead of using a 
plow. 

Inflation has been defined as "an increase of currency more 
rapid than the increase in the production of goods." The currency 
in question may be gold, or credit, private credit, bank credit, or 
government credit. It may be fiat money, which as every one 
realizes is the most dangerous form of inflation-causing currency. 
One may quibble over the exact scope of this definition and the 
limitations to be set to its terms. But no one will deny that an 
enormous and sudden increase in currency not accompanied by an 
approximately equal increase in goods for sale is inflation and the 
rise in prices following thereon proof of inflation. 

At the beginning of the war the government comes into the 
markets as a new and very rich buyer. Everybody knows that the 
government can borrow if it does not tax, and failing to do either 
can start the printing presses and pay in legal tender paper. Every 
producer knows that the government must have and shall have 
what it needs and will pay for it. Its demand is effective demand 
backed by unquestionable purchasing power. That purchasing 
power whatever the form it takes, is a direct addition to the cur- 
rency. It is the rapid spending that causes the inflation. 

There is no need to trace the spread of inflation, nor how the 
whole business world is rocked by the waves of advancing prices 
and wages. But this inflation, while accomplishing a necessary 
war purpose, is hard on certain classes, on all those not drawn into 
the circle of advancing wages and profits. As Professor Kemmerer 
has said "the pressure that inflation exerts is often cruel and very 
inequitably distributed." It is a subtle and concealed form of 
taxation. But a form of taxation that does not add to, but sub- 
tracts from, the public funds. 

The area of hardship, in which there is temporary or permanent 
suffering resulting from inflation is so large that there is inevit- 
ably a reaction. Out of the reaction comes the demand for gov- 
ernment price fixing, the attacks on profiteering whether just or 
unjust, and the demand for the government control and operation 
of railroads and other essential industries. 
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Loans versus Taxes 

From inflation it is an easy step to the question of government 
funds. How may the government best get the means of payment? 
It is sometimes implied that the method of payment is the sole 
cause of inflation. Be that as it may, the method has a bearing 
on the amount of inflation. Of all possible sources only two need 
be considered: they are loans and taxes. Around the choice of 
these two sources there has arisen a very pretty controversy. 

There are extremists who argue for all taxes and no loans. 
There are other extremists, mostly in Germany, who argue for all 
loans and no taxes. But the real issue seems to be between those 
who urge all taxes and those who would tax heavily but borrow 
whatever may be needed above the taxes. To get to the root of 
the controversy we may try to clear the ground of points on which 
there may be at least partial agreement. It will possibly be agreed 
that it is the sudden increase in spending for non-economic pur- 
poses that creates the inflation. Hence both taxes and loans will 
create some inflation. Taxes create inflation not merely, as Pro- 
fessor Edgeworth has pointed out, because the taxpayer often has 
to borrow to meet the suddenly increased payments to the govern- 
ment, thus substituting private for public credit in the circula- 
tion. But, also, because without a distinct quid pro quo the gov- 
ernment gathers large funds and immediately spends them. 
Taxes, however, curtail the taxpayers' spending power more than 
do loans and to that extent create less inflation. 

"Inflation," says Mr. Pethwick Lawrence, "is inherent in the 
flotation of a loan for purposes other than the construction of 
material reproductive capital." To illustrate, a loan to build the 
Panama Canal will create no inflation, any more than would the 
discount of a draft against a sale of a trainload of potatoes. But 
a loan to buy gunpowder for war unavoidably creates inflation. 
This is not because it is a loan but, also, because of the purpose 
of the spending. Although the purposes of war loans are im- 
perative they are not for economic productive purposes. Their 
effect in the economic field is much the same as any other non- 
productive borrowing. The effect on a man's fortunes of borrow- 
ing to enlarge a sound business undertaking is quite different from 
that of borrowing to pay the cost of a surgical operation, 
although the borrowing may be equally justifiable in each case. 

The "all taxes" extremists argue that in any event it is im- 
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possible to draw the actual costs of war from the future. They 
say, for example: "We cannot [in 1918] shoot a shell to be made 
in 1930," a statement of fact which need not be disputed. But 
when they add "the future is not here to bear burdens" and then 
conclude "the surplus of current income must be the source [sole 
source] of funds for financing a present war" and hence would 
have us infer that borrowing is a mere hocus-pocus, which "post- 
pones no burden to the future," they are dealing in pure sophistry. 
The trick in logic is turned by the concealed assumption that 
funds, which only stand for and represent realities, represent only 
present realities. Such a conclusion runs counter to the judg- 
ment of the business community which is thoroughly convinced 
that it is easier to pay heavy taxes for ten consecutive years than 
ten times those taxes in one year. The opponents of this radical- 
ism have for the most part contented themselves with the answer 
of impracticability. They rest primarily on the effects of the 
sudden imposition of heavy taxes. Thus one of them has said : "A 
tax so excessive in amount (27 per cent of national income) pre- 
cipitated without warning upon established industries would have 
encroached upon working profit, weakened the incentive to labor, 
broken the mainspring of activity and disorganized the mechanism 
of production." Another has said: "To take half our annual 
income by taxation might not quite starve us but it would put 
the brakes on the wheels of industry and dry up the sources of 
capital, just at the time when we need all the power the machinery 
of production can develop to carry the heavy load of war." 

There is at bottom very little difference between the all taxation 
plan and the plan of industrial conscription with commandeering 
of capital, save that the latter is confessedly war socialism and 
the former disguised socialism. A 100 per cent tax on all land 
and capital or of 100 per cent per annum permanently on all 
income would at once transfer all property and income from the 
many of us to the all of us. Even as it is, the government is at 
all times, through its regular tax levies, a sleeping partner in all 
property and in all toil. If we intend to continue to use the pow- 
erful economic motives of human action we must leave the active 
partner enough to arouse those motives. 

As has been suggested a part of the fallacy in the all taxes argu- 
ment lies in the failure to recognize the distinction between the 
substance and the shadow. What the government takes in the 
first place is money, funds, purchasing power, and therewith causes 
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a new division of labor, different and increased production. There 
is the further fallacy of assuming that it is possible to draw a 
sharp line between the present and the future, in any economic 
process. We can stop the clock, but we cannot stop time. Any 
moment now in the future glides through the present into the past 
with tremendous certainty. Every economic process is a process 
involving time and of the three — past, present, and future — the 
future is the most important. The whole fabric of economic life 
is built on hope, confidence, and faith in the future. We plant in 
the spring time for an autumn harvest. We build railroads not 
to move our accumulated products of the past, but to gather the 
expected future crops and manufactures. Our capital with which 
we work and bring forth results is not merely a hoard of accumu- 
lated savings "against a rainy day"; it is the living power of 
future production. Its value is the present value of a stream of 
future income. Dry up the producing power of our lands and 
they are worthless. Make nonproductive lands fertile and they 
become of great value. Funds do penetrate the great storehouse 
of the future. 

Finance, again, is the art of creating the means of payment, 
the funds by the means of which exchange is carried on. If a 
thirty-day bill of exchange against a sale made is present funds 
(and it is so regarded), where shall we stop? With ninety-day 
paper, three-year notes, or twenty-year bonds? As a means of 
payment a safe claim on next year's crop, less the discount, is just 
as effective as a claim on some of last year's crop still in the ware- 
house. In war finance we aim to place in the hands of the gov- 
ernment funds with which it can induce men to produce war sup- 
plies, tomorrow and the day after, not yesterday nor the day before. 
Credit is the means by which the shadows of coming crops and 
the toil of future generations are cast before them into the present. 
Credit, of course, has no magic power to create something out of 
nothing, nor can it set the table today with viands to be grown 
next year, but it does enable us to overleap the barriers of time 
and claim the values of the future as our own now. These claims 
to future values are the funds which can be used to stimulate the 
reorganization, the new alignment of industry necessary. 

National borrowing for war is equivalent to the making of a 
vow by all of us to dedicate some of our future toil to the payment 
of those who labor today for a sacred if non-economic end. Since, 
if we lived for ever, we would keep the bond, so we can count upon 
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those who come after us, bone of our bone and blood of our blood, 
through whom we live on, likewise to keep the faith. 

How far can we draw upon the future, how long can we postpone 
payment ? The answer to this question must be indefinite. It de- 
pends much upon the strength of our faith. Yet there is obviously 
some limit or horizon to our vision of the future. The people of 
Great Britain, it is said, are still paying interest on the equivalent 
of half the money borrowed during the war of our independence, 
plus all the money borrowed for war since then; and it is certain 
that they will honestly continue to do so for many years yet. We 
can draw on our actual or potential capital, which we must not 
forget is only the present value of a stream of future income, just 
so far as the future income exceeds our current future necessities. 
The sum total of our wealth is roughly estimated at 
$220,000,000,000 ; our income, including wages, at $40,000,000,- 
000 per annum. The total of our wealth, or $220,000,000,000, 
is the capitalized value of that part or share in the anticipated 
future income of $40,000,000,000 a year which is separable from 
labor, that is, is attachable to property rather than to men. We 
can divert, if we must, a large part of that future income from 
private to public funds. In short, we can in a sense mortgage 
our land and our capital, and our labor as well. The government, 
the all of us, would be the mortgagee, the several private owners 
and workers the mortgagors. A free individual can mortgage 
only his property to another individual ; to mortgage his toil would 
be to become a slave. But with our consent the government can 
impose a mortgage on both property and toil, through the power 
of taxation. If the government mortgages our property and earn- 
ings only to the extent of one half our present current incomes 
we have, at 5 per cent, a present borrowing power not far short 
of $400,000,000,000. How much more we can increase this under 
the spur of necessity, by working harder, by invention, and by 
other means discussed above, only the future can tell. It is the 
immediate efficiency of the arms that we need be most concerned 
about. The finances per se will hold out for a long time. 

All this does not mean that we would be wise to place all the 
burden of war on the future. As evidence of good faith, taxes 
imposed at once and to be paid for years to come are a very fine 
tonic for credit. They must not be so heavy at any one time as 
to compel scrimping and thus dry up the springs of future 
income, reversing the very processes we seek to stimulate. In any 
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event it is a good plan to pay our debts and to begin to do so 
early. 

There can be no fixed ratio of taxes to loans, for the simple 
reason that we cannot forecast the costs of war and we must meet 
them whatever they are. The army cannot be called home for 
lack of funds. A fixed percentage of an unknown quantity is itself 
unknown. It is a truism in public finance that the ability to pay 
taxes grows as the taxpayers become accustomed to the burden. 
There was some truth in the contention of the Spaniards in the 
Philippines that heavy taxation was a blessing to the Indians 
because it made them work. "As thy day so shall thy strength 
be." The old story of the boy who had a bull calf which he lifted 
over the fence the day he was born, lifted back again the next day 
and so on every day, until years after when the calf was a full 
grown bull the boy could still lift him over the fence, is suggestive 
of the way in which the taxpayers' strength grows with use. 
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